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ANTHONY CABOT

CHAl RMAN JAMES: M. Cabot.

VR. CABOT: Madam  Chai r man, menbers of the
Comm ssion, | want to thank you for the opportunity to be able to
speak to this Comm ssion about the growing Internet ganbling
phenonena. One of the disadvantages of followi ng three other
| awers is nmuch of what | had to say has al ready been covered.

CHAI RVAN JAMES: Pull it alittle closer.

MR. CABOT: Much of what | had to say has been
covered. But perhaps in a few sinple areas | can give sone nore
insights, or at |east ny opinions.

The first thing that | want to stress to this
Commission is | think this issue is the nost inportant issue that
this Comm ssion wll face. Let ne explain why. W have a
tendency | think to look at things from the here and now. Her e
and now, ganbling on your conputer is not that big of a deal.
Here and now, nore people will watch television than use their
conput er. Here and now, nore people wll visit casinos or do
|otteries than will ganble online. But here and now is not going
to be here and now for long. Wat we're seeing in this industry,
and |I'm not talking about the Internet ganbling industry, |I'm
tal king about the Internet industry, is a convergence of
t echnol ogi es. This is not about net heads. This is not about
conputer nerds sitting in their den, playing ganbling ganmes over
the Internet.

In five years, the technology that we know now as
your honme conputer wll be incorporated into your television.
W're seeing it already. W see Wb TV by Mcrosoft. W see
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M crosoft investing in cable conpanies. W see a fight over the
standards for digital television between the conputer industry
and the TV industry. That's because five years from now, maybe
ten years from now, the television that you have in your |iving
roomw |l have Internet access. Just as today we don't know, a
| ot of people don't know, their cars are controlled by conputer
chips, five years from now or ten years from now, you'll be
sitting in your living room not know ng that your television is
controlled by a conputer chip and that you plugged it in the sane

way that you're plugging in your TV now but it has Internet

access.

You don't knowit's the Internet. Al you know if you
have this wuniversal box in your |living room that has these
tremendous capabilities. You can shop on it. You can conpare

goods on it. You can access libraries on it. You can pull down
reci pes. You can do all sorts of amazing things with this new

box that's sitting in your living room But you can also ganble

on it.

And it's much nore than saying you have the ability
to play a slot namchine on your hone conputer. In ten years
you'll have the ability to play an unregulated slot machine in

your den, on your television, interactively. That is what we're
tal king about. So when people start talking about these
fantastic nunbers that Internet casino ganbling can generate,
whether it be five billion or ten billion or 60 billion, which is
outrageous, we're talking about the five to ten billion in
nunbers, you generate them not by the person playing on their
home conputer. It's by the people who in five to ten years from
now wi || be playing on their television sets.
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Wth all the promse that | think the Internet
brings, for all of its capabilities, it's going to be mgjor
chal l enge, to people like you who help make policy and to people

like the Assistant Attorneys General on the |last panel who

enforce policy. Well, it's not the first technology that has
traversed international borders. It is sonmething that has sone
uni que characteristics. |It's incredibly cheap, it's interactive,

video and audio, and it provides the opportunity for people to
exchange digital cash

And we talk about the here and now. Here and now,
we're talking about «credit cards, |ike some of the other
panel i sts had tal ked about. We're tal king about funds transferred
t hrough Western Europe. Tonmorrow that's not going to be the
case. Five years fromnow, the way you're going to exchange cash
over the Internet is through smart card technol ogy, stored val ue
medi uns. So that anybody who has one of these little cards can
swipe that card and they can exchange cash over the Internet,
literally digital cash

So it's not the here and now that's inportant. |It's
what's happening in five to ten years, and why this is an
extrenely inportant issue for this Comm ssion. And the Internet
is going to be sinply nirvana for crimnals. | magine this
scenario in the year 2005.

A person wants to buy drugs. They get their smart
card, this little stored value nedium and they buy their drugs
wth the smart card. The drug dealer gets the stored value
transfers it to an Internet casino operating off of a boat
floating in international waters, who then transfers it to a
Eur opean bank under the guises of w nning. They convert it at
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t he European bank into sone type of bearer bonds which they use
as securities to nake a |l oan that goes back to the United States.
They noney flows back. They have the perfect noney |aundering
schene.

| want to enphasize, people say, look, it's better to
regulate this industry than to prohibit it. well, that may be
the truth and it may not be. But one thing that | think has to
be made perfectly clear here, and | think it was in reference to
a question that Comm ssioner Bible raised, is that it's no easier
to inpose regulation on people as it is to inpose prohibition
The best that you could possibly hope for when you inpose
regulation is that people will voluntarily comply with it. If a
person says |I'mnot going to be subjected to regulation over the
Internet, there's little nore you could do than you could if you
try to prohibit that person fromdealing with it.

Let ne get into another topic. | think it was in ny
witten comments, so | really want to enphasize. VWat we're
dealing with here in contrast with what Al an was tal king about is
not a national issue. This is an international issue. Because
we have a situation today where national governnents have al nost
as nmuch frustrating of a tinme enforcing national policy on the
Internet than states have in enforcing state policy. The only
way that we can respect the sovereignty of states, of
communities, of nations, to enforce their public policy wth
regard to Internet ganbling or other issues, pornography, bank
fraud, whatever the case may be, is through international
cooper ati on.

It goes beyond, in reference to Frank's coment, it
goes beyond protecting the welfare of the players. A lot of
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public policy in this area has little to do with protecting the
patron and a lot to do with what a particular community or
particular state feels about the norality or the socia
consequences of |egalizing ganbling. The only way that we can
protect a state like Utah or Hawaii that says we're not going to
have any ganbling whatsoever in our state, it's a policy that
shoul d be respected, is to have international cooperation. The
only way we can protect the policies of a state |ike Nevada, ny
home state, where we say we're going to have ganbling, where

we're going to regulate it stringently, to assure that it's fair

and honest, is to have international cooperation, cooperation
which assures that nations which license Internet casino
operators will put into place those types of procedures that

respect the sovereignty of other countries, of other states, to
assure that states can continue to maintain their overall public
policy in this area.

So in this light, in conclusion, we really need to
start working today. You folks need to start working today
towards beginning the dialogue on an international Ilevel, to
start addressing the public policy issues raised by Internet
ganbling as a subset of a nuch larger issue and that is, public
policy concerns with child pornography, with bank fraud, wth
respect to intellectual property, to cone to sone kind of an
i nternational consensus on how we're going to deal with these
i ssues. Thank you.

CHAI RVMAN JAMES: Thank you, M. Cabot.
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